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Insure  that  the  needs  and  requirements  of  the  board  are 
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Consult  with  the  state  controller  as  to  the  procedures 

necessary  to  write  off  uncollectible  amounts.  8 

Revise  procedures  to  retain  premium  offsets  in  the  state 

treasury  and  notify  county  treasurers  by  letter.  9 
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Maintain  employee  attendance  and  leave  records.  11 

Expand  efforts  to  inform  Montana  farmers  of  the  benefits 

of  state  hail  insurance.  13 

Contact  the  state  data  processing  division  for  advice  on 

the  feasibility  of  using  data  processing  equipment.  13 

Seek  legislation  to  delete  the  requirement  to  pay  two  percent 
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MORRIS  L.  BRUSETT.  C.P.A. 
LEGISLATIVE  AUDITOR 


G.  DEAN  REED.  C.P.A. 
DEPUTY  LEGISLATIVE  AUDITOR 


STATE    OF    MONTANA 

STATE  CAPITOL 
HELENA.  MONTANA    596Q1 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  the  Montana  State  Board  of 
Hail  Insurance  as  of  June  30,  1970,  and  the  related  statements  of  opera- 
tions, as  set  forth  in  the  table  of  contents  in  this  report,  for  the 
year  then  ended.   Our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and  accordingly  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

The  financial  statements  have  been  prepared  on  the  cash  basis  of 
accounting  and  do  not  show  financial  position  or  operating  results  as  do 
statements  prepared  on  the  modified  accrual  basis  in  accordance  with 
generally  accepted  accounting  principles  applicable  to  governmental 
units. 

The  commission  does  not  maintain  a  general  ledger,  utilize  the 
double  entry  system  of  accounting,  or  prepare  annual  financial  state- 
ments.  The  accompanying  financial  statements  were  prepared  from  records 
of  the  state  controller  and  the  detail  records  of  the  board. 

In  our  opinion,  subject  to  the  exceptions  described  in  the  preceding 
paragraphs,  the  accompanying  financial  statements  present  fairly  the 
financial  position  of  the  State  Board  of  Hail  Insurance  as  of  June  30, 


1970,  and  the  results  of  operations  for  the  year  then  ended,  in  conformity 
with  generally  accepted  governmental  accounting  principles  applied  on  a 
basis  consistent  with  that  of  the  preceding  year. 

We  submit  the  financial  statements  listed  in  the  preceding  table  of 
contents  together  with  the  following  comments. 
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COMMENTS 
GENERAL 

The  State  Board  of  Hail  Insurance  was  created  by  the  15th  Legislative 
Assembly  in  1917.   The  board  is  composed  of  five  members,  consisting  of 
the  state  treasurer  and  commissioner  of  agriculture  as  ex  officio  members, 
and  three  other  members  who  are  appointed  for  three-year  terms  by  the 
governor.   One  of  the  appointed  members  is  designated  chairman  by  the 
governor.   The  board  office  is  located  in  leased  facilities  in  Helena. 

Consistent  with  the  Executive  Reorganization  Act  of  1971,  the  board 
was  transferred  to  the  State  Auditor's  Office  for  administrative  purposes 
in  April  1971.   At  that  time,  the  then  board  chairman  and  administrator 
was  appointed  by  the  state  auditor  as  the  chief  administrative  officer 
of  the  board  within  the  new  organization  structure.   The  resulting  vacant 
position  on  the  board  and  the  position  of  board  chairman  were  subsequently 
filled  by  governor  appointment. 

The  principal  goal  and  objective  of  the  board  as  stated  in  the  board's 
1970  annual  report  to  the  governor  is  to  offer  a  low  cost  insurance  pro- 
tection against  losses  by  hail  to  Montana  grain  farmers  and  to  give  farmers 
the  best  service  possible  by  having  losses  adjusted  promptly  by  competent 
adjusters  and  paying  proven  losses  in  full. 

The  board  is  financed  by  appropriations  from  the  board's  account  in 
the  Earmarked  Revenue  Fund.   Transfers  are  made  to  this  account  from  the 
board's  account  in  the  Agency  Fund.   Revenue  to  the  Agency  Fund  account 
is  derived  from  an  acreage  tax  levied  and  collected  at  the  county  level 
on  the  property  of  farmers  who  elect  to  participate  in  the  state  hail 
insurance  program.   Revenue  is  also  received  from  interest  earned  on  the 
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board's  short  term  and  long  term  investments  which  are  made  through  the 
state  department  of  lands  and  investments.   The  moneys  invested  include 
a  reserve  of  $1,200,000,  which  is  held  by  the  board  as  a  cushion  for 
unforeseen  heavy  hail  losses.   At  the  time  of  our  audit,  the  board  was 
investigating  the  feasibility  of  "reinsuring"  the  reserve  as  further 
precaution  against  extreme  losses.   Through  reinsurance,  the  board  would 
acquire  insurance  from  a  private  carrier  to  protect  the  reserve  by  pro- 
viding for  a  means  of  restoring  it  in  the  event  of  catastrophic  losses. 

The  board,  as  provided  by  statute,  has  established  districts  within 
Montana  for  the  purpose  of  assessing  levies  for  hail  insurance  protection 
based  on  the  experience  risk  in  each  district.   The  districts  run  along 
county  lines  and  the  board  makes  no  further  breakdown  based  on  experience 
risk  within  a  county  as  is  common  with  private  carriers.   The  board's 
premium  rates  range  from  four  to  ten  percent  of  the  maximum  insurance 
that  can  be  written  per  acre  on  the  insured  land,  depending  on  the 
district.   The  maximum  insurance  rate  allowed  by  law  is  ten  percent. 

Any  Montana  farmer  who  applies  to  his  county  assessor  for  state  hail 
insurance  and  who  is  not  delinquent  on  his  premium  can  be  issued  a  policy. 
Payments  of  premiums  are  generally  made  through  the  county  property  tax 
structure,  but  payments  are  allowed  to  be  made  with  personal  property  tax 
payments  or  in  cash.   If  payments  are  made  in  cash,  the  farmers  receive 
a  4%  discount  on  their  premium.   Payments  are  made  to  the  county  in  which 
the  farmer  has  the  insurance  and  county  treasurers  forward  collections 
to  the  state  treasurer. 

One  percent  of  the  gross  annual  levies  collected  in  each  county  is 
paid  to  the  various  counties  as  reimbursement  for  collection  and  remit- 
tance of  the  premiums.   Two  percent  of  the  gross  annual  levy  collected 
is  transferred  to  the  State  General  Fund. 
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We  were  advised  that  Montana  is  currently  the  only  state  writing 
hail  insurance.   The  apparent  reasons  for  this,  based  on  discussions 
with  Montana  insurance  officials  and  those  in  other  states,  is  that  the 
Montana  hail  board  was  able  to  build  a  reserve  to  cover  heavy  loss  years 
while  offering  hail  insurance  at  a  more  competitive  rate  than  private 
carriers,  and  the  board  did  not  attempt  more  than  minimum  insurance 
coverage,  thereby  keeping  losses  within  an  amount  that  could  be  paid. 

The  question  often  arises  as  to  the  relationship  of  the  state  hail 
insurance  program  with  that  of  the  federal  crop  insurance  program.   The 
basic  differences  between  the  insurance  coverage  provided  by  the  two 
programs  is  twofold: 

(1)  The  state  insurance  is  for  losses  sustained  by  a  specific 
means — hail  damage — whereas  the  federal  insurance  is  all 
risk;  e.g.,  covers  damage  by  drouth,  hail,  wind,  insects, 
disease,  frost,  etc.   For  the  period  1947  to  1967,  an  analysis 
of  the  causes  of  indemnities  paid   in  Montana  under  the  federal 
crop  insurance  program  shows  that  the  primary  cause  was  drouth 
(61%)  with  hail  a  distant  second  (28%) . 

(2)  The  state  insurance  covers  losses  up  to  the  maximum  amounts 
established  by  law,  whereas  the  federal  insurance  is  designed 
to  indemnify  the  farmer  if  his  insured  crop  fails  to  meet  the 
predetermined  guaranteed  yield  set  for  that  crop. 

Although  federal  crop  insurance  and  state  hail  insurance  may  provide 
insurance  coverage  on  the  same  crop,  the  coverage  is  not  necessarily 
duplicate  coverage  because  of  the  different  nature  of  payment  for  losses 
offered  under  the  two  programs.   The  following  example  is  provided  to 
illustrate  the  difference: 
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Assume  the  Federal  Crop  Insurance  coverage  was  14  bu./acre. 
If  a  crop  were  40  bu./A. ,  and  hail  loss  was  50%  (cutting 
yield  to  20  bu./A.)  the  Federal  insurance  policy  would  pay 
nothing  because  the  yield  was  still  over  the  14  bu./A. 
coverage.  A  state  hail  insurance  policy  would  pay  50% 
of  whatever  coverage  was  purchased. 

However,  if  the  hail  loss  were  75%  (leaving  a  yield  of 
10  bu./A.)  the  federal  insurance  contract  would  pay  14  bu. 
minus  10  bu.,  or  4  bu.  @  the  price/bu.  selected.   The  state 
hail  insurance  contract  would  also  pay  75%  of  the  coverage 
purchased.   Only  in  the  latter  case  would  there  be  payment 
under  both  policies. 

The  following  statistical  schedule  shows  a  year-by-year  comparison 

of  hail  board  activity  within  recent  years. 


A.  Total  Risk  Written 

B.  Premium  Charge 

C.  Losses  Paid 

D.  Policies  Issued 

E.  Acres  Insured 

F.  Average  Acres  Insured 

Per  Policy 

G.  Acres  Reported  Damaged 
H.  Losses  Filed 

I.  Days  of  Hall 

J.  Loss  Ratio  (C  t  B) 

K.  Average  Rate  Charged 

L.  Refund  Percentage 


STATISTICS  REFLECTING  HAIL  BOARD  ACTIVITIES  BY  CROP  YEAR 

1970  1969  1968  1967  1966  1965  1964  1963 

$8,422,973  $9,300,923  $8,987,832  $7,598,826  $6,281,261  $7,060,926  $7,460,764  $7,346,940 

748,659  826,680  780,046  668,902  554,123  620,242  641,785  602,995 

296,766  541,089  390,770  140,143  322,876  550,468  728,386  939,205 

2,657  2,911  2,587  2,234  2,081  2,323  2,609  2,536 

767,967  849,007  805,950  688,976  571,810  649,124  690,631  674,907 


289 

291 

311 

308 

287 

279 

262 

ft 

74,193 

97 

,548 

85 

,628 

35 

,517 

65 

,953 

118 

,128 

164 

,233 

278 

,693 

467 

483 

478 

153 

316 

568 

716 

1 

,055 

51 

61 

35 

25 

50 

48 

45 

48 

40% 

652 

50% 

21% 

58% 

89% 

113% 

156% 

8.9% 

8.9% 

8.7% 

8.8% 

8.8% 

8.8% 

8.6% 

8.2% 

58% 

36% 

38% 

40% 

30% 

* 

* 

* 

*  Data  not  available. 

Source:   Annual  Reports  to  Montana  Grain  Growers. 
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ACCOUNTING  SYSTEM 

At  present  the  board  does  not  maintain  a  general  ledger,  one  of  the 
basic  accounting  records,  nor  does  it  utilize  the  double  entry  system  of 
accounting,  the  most  acceptable  method  of  recording  accounting  transactions. 
The  board  also  does  not  prepare  comprehensive  annual  financial  statements 
at  June  30  to  reflect  its  resources  and  results  of  operations.   The  state 
controller  is  in  the  process  of  developing  a  statewide  accounting  system. 
This  system  will  provide  the  vehicle  for  incorporating  the  appropriate 
accounts  to  adequately  account  for  the  board's  activities. 

RECOMMENDATION 

We  recommend  that  the  board  consult  with  the  state  controller 
to  insure  that  the  needs  and  requirements  of  the  board  are 
adequately  provided  for  in  the  statewide  accounting  system. 

DELINQUENT  PREMIUMS 

As  described  above,  the  board  collects  most  of  the  hail  insurance 
premiums  through  the  county  property  tax  structure.   The  county  property 
taxes  are  collected  usually  at  November  30,  which  is  after  the  growing 
season  for  which  hail  insurance  coverage  had  been  provided.   Premiums 
not  paid  by  November  30  are  delinquent  and  the  policyholders  cannot 
receive  coverage  again  until  the  delinquent  premium  is  paid.   This 
control  has  kept  periodic  delinquent  amounts  reasonably  low,  although 
the  cumulative  delinquent  premiums  from  the  1917  through  the  1969  season 
are  significant.   In  March  1971,  the  board  reviewed  their  records  and 
found  that  delinquent  premiums  for  that  period  are  $99,879,  only  a  small 
portion  of  which  are  considered  collectible.   The  analysis  showed  that 
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a  majority  of  the  delinquencies  occurred  during  the  depression  years  of 
the  1930' s.   More  recent  delinquencies  have  not  been  as  significant.   For 
example,  delinquencies  for  the  1969  crop  season  were  $2,258,  or  less  than 
0.3%  of  the  $826,000  premiums  assessed  for  the  season. 

Prior  to  the  1971  legislative  session,  state  agencies  were  without 
statutory  authority  to  cancel,  "write  off,"  or  otherwise  dispose  of  un- 
collectible amounts.   The  42nd  Legislative  Assembly  enacted  Chapter  268, 
Laws  of  1971,  which  empowered  the  state  controller  to  cancel  or  write  off, 
under  certain  circumstances,  those  amounts  which  are  determined  to  be 
uncollectible.   Pursuant  to  this  legislation,  we  believe  the  board  should 
consult  with  the  state  controller  to  determine  (1)  what  action  should  be 
taken,  if  any,  to  legally  "write  off"  those  amounts  which  the  board  deems 

uncollectible,  and  (2)  what  action  should  be  taken  in  the  future  to  "write 

i 
off"  other  amounts  which  become  uncollectible. 

RECOMMENDATION 



| 

We  recommend  that  the  board  consult  with  the  state  controller  as 
to  the  procedures  necessary  to  write  off  uncollectible  amounts. 

LOSS -PREMIUM  OFFSET  PROCEDURES 

As  previously  pointed  out,  most  state  hail  insurance  premiums  are 
paid  through  the  county  property  tax  structure  in  November,  which  is  after 
the  hail  season.   Insured  hail  losses  are  paid  by  the  board  during  the 
season  as  soon  as  the  claims  are  verified.   In  payment  of  the  hail  losses, 
if  the  insured  has  not  previously  paid  his  premium  in  cash,  present  board 
procedures  provide  that  the  board  will  deduct  the  amount  of  premium  from 
the  hail  loss  payment  to  the  farmer  and  remit  the  amount  withheld  to  the 
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county  treasurer  to  apply  against  the  premium  assessment.   The  treasurer 
then  remits  this  amount  back  to  the  state  with  other  collections  in  December. 

We  concur  with  the  procedure  of  offsetting  premiums  against  hail  losses 
but  we  believe  the  remittance  of  the  premiums  withheld  to  the  counties  is 
not  necessary.   The  present  procedure  requires  more  bookkeeping  than  is 
necessary  and  takes  investable  moneys  out  of  the  state  treasury.   For 
example,  $113,000  was  held  by  counties  because  of  this  procedure  in  1969 
from  the  time  of  the  hail  loss  payments  until  the  premium  amounts  were 
returned  to  the  state  in  December. 

We  believe  a  more  appropriate  procedure  would  be  for  the  board  to 
offset  the  premiums  against  hail  losses  as  is  currently  done  but  to  retain 
the  premiums  in  the  state  treasury  and  notify  the  county  treasurers  by 
letter  of  the  amounts  collected.   The  counties  can  then  reduce  the  assess- 
ments accordingly. 

RECOMMENDATION 

We  recommend  that  the  board  revise  its  procedures  to  retain 
premium  offsets  in  the  state  treasury  and  notify  county 
treasurers  by  letter  of  the  amounts  by  which  premium 
assessments  should  be  reduced. 

UTILIZATION  OF  EMPLOYEES 

The  board  is  an  agency  with  an  extensive  workload  in  summer  months 
and  a  very  nominal  workload  during  the  winter  months.   The  number  of 
employees  varies  from  twelve  or  thirteen  during  the  busy  season  to  two 
during  the  slack  period.   The  extra  employees  consist  of  ten  adjusters, 
who  visit  hailed  areas  throughout  the  state  and  adjust  hail  losses,  and 
a  secretary  hired  generally  from  June  15  to  September  15. 
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RECOMMENDATION 

We  recommend  that  the  board  maintain  employee  attendance  records 

and  the  employee   leave  record  form  prescribed  by  the  state 

controller , 

DISSEMINATION  OF  INSURANCE  INFORMATION 

The  board  does  not  actively  promote  the  use  of  state  hail  insurance 
by  Montana  farmers.   Instead,  they  rely  primarily  on  word-of-mouth  to 
pass  on  the  benefits  of  the  state  hail  insurance  program  and  the  initiative 
of  the  individual  farmers  to  inform  themselves  of  how  the  program  operates. 

The  board  prepares  an  informative  annual  "Report  to  Montana  Grain 
Growers"  that  illustrates  the  nature  of  the  program,  statistics  relating 
to  the  program,  and  the  procedures  to  be  followed  by  farmers  interested 
in  being  covered  by  the  program.   There  are  no  procedures,  however,  to 
assure  that  the  report  is  made  available  to  all  farmers  in  the  state  who 
might  be  interested  in  the  state  insurance  coverage.   We  were  informed 
that  present  procedures  provide  that  each  county  assessor  is  provided  a 
supply  of  the  reports  but  the  assessors  often  do  not  distribute  the  reports 
to  uninsured  farmers  in  their  county  unless  the  assessors  receive  requests 
for  the  reports. 

We  were  informed  that  in  one  high-risk  county  in  the  state  no  hail 
insurance  is  written  because  the  county  assessor  does  not  believe  he  can 
handle  the  additional  summer  workload,  thereby  leaving  the  farmers  in 
that  county  no  choice  as  to  whether  or  not  they  utilize  state  hail 
insurance.   In  this  regard,  our  conversation  with  a  number  of  farmers 
in  this  county  disclosed  that  they  were  not  familiar  with  the  coverage 
available  through  state  hail  insurance  and  as  a  consequence,  had  never 
had  such  coverage  except  through  other  sources  such  as  the  federal 
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government  and  private  sources.   In  each  instance,  they  advised  us  that 

they  would  like  to  obtain  more  information  about  the  state  program.   In 

contrast,  the  county  assessor  informed  us  that  state  hail  insurance  was 

not  being  written  because  no  farmers  have  applied  for  it.   In  this 

respect,  he  said  that,  in  his  opinion,  the  state  should  not  be  involved 

in  a  program  of  this  type  and,  as  a  result,  he  did  not  push  the  program. 

As  a  consequence,  the  farmers  in  this  county  are  not  fully  informed  of 

the  benefits  of  the  state  hail  insurance  program.   If  they  were,  they 

might  insist  they  be  allowed  coverage  under  the  program. 

Section  82-1512,  R.C.M.  1947,  provides  that: 

"It  shall  be  the  duty  of  each  county  assessor  in  the  state, 
at  the  time  in  which  the  annual  assessment  of  property  is 
made,  to  explain  to  each  taxpayer  engaged  in  the  growing 
of  crops  subject  to  injury  or  destruction  by  hail,  the 
provisions  of  this  act  and  the  protection  afforded  thereby, 
and  to  request  each  such  taxpayer  to  certify,  on  the  forms 
provided  for  such  purpose,  if  such  taxpayer  desires  to 
become  subject  to  this  act  and  liable  for  the  tax  levies 
provided  hereby,  and  thereby  eligible  to  the  benefits  and 
protection  of  this  act;  .  .  .  ." 

In  view  of  this  statute  it  appears  that  it  is  incumbent  upon  county 
assessors  to  inform  farmers  about  the  state  hail  insurance  program  and 
to  provide  such  coverage  if  requested.   Doing  so  does  not  appear  to  be 
a  matter  of  choice  to  the  various  county  assessors  even  though  that 
appears  to  be  the  case  in  that  particular  county.   Because  of  this,  we 
believe  the  board  should  take  whatever  steps  that  are  necessary  to  insure 
that  farmers  are  informed  of  the  state  hail  insurance  program  as  intended 
by  law. 

In  our  opinion,  the  state  hail  insurance  program  would  also  be  more 
effective  in  providing  low  cost  hail  insurance  to  Montana  farmers  if  the 
board  expanded  its  efforts  to  better  inform  farmers  of  the  benefits  of  the 
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program.   This  might  be  accomplished  by  contacting  organized  farmer  groups 
and  organizations  as  well  as  governmental  organizations  such  as  county 
extension  agents  and  local  agricultural  stabilization  and  conservation 
offices,  or  by  providing  the  information  directly  to  the  farmers. 

RECOMMENDATION 

We  recommend  the  board  expand  its  efforts  to  inform  Montana 
farmers  of  the  benefits  of  state  hail  insurance. 

DATA  PROCESSING 

A  ledger  is  maintained  by  the  board  that  includes  a  summary  and 
detail  of  hail  insurance  policies  written  in  Montana  by  county,  individual 
policyholder,  and  acres  of  each  type  of  crop  the  policyholder  has  insured. 

We  were  advised  that  two  employees  spend  approximately  one  month 
each  year  preparing  this  ledger,  which  is  the  source  for  the  board's 
year-end  reports  to  the  policyholders  and  the  governor. 

Such  information  can  often  be  more  efficiently  prepared  by  data 
processing  equipment.   In  addition,  the  data  can  be  processed  to  provide 
information  in  other  formats  that  would  not  otherwise  be  available.   This 
equipment  is  readily  available  to  the  board  in  the  state's  division  of 
data  processing. 

RECOMMENDATION 

We  recommend  the  board  contact  the  state  's  division  of  data 
processing  for  advice  on  the  feasibility  of  using  data 
processing  equipment  for  board  ledgers  and  reports. 


-13- 


PAYMENTS  TO  GENERAL  FUND 

During  the  1969-70  fiscal  year  the  board  transferred  to  the  State 
General  Fund  (1)  two  percent  of  the  gross  annual  levy  made  and  collected 
in  the  state  ($16,415),  and  (2)  a  pro  rata  fee  of  $1,872. 

The  $1,872  is  the  board's  share  of  the  cost  of  the  state's  central 
administrative  services  provided  to  state  agencies  as  computed  under  the 
pro  rata  plan  provided  for  in  Chapter  11  of  the  1969  Session  Laws. 

The  $16,415  payment  was  provided  for  by  Section  82-1511,  R.C.M.  1947, 
but  the  reason  for  the  charge  is  not  set  out  in  the  law.   Authorization 
for  this  payment  into  the  General  Fund  apparently  was  enacted  at  a  rate 
estimated  to  cover  services  supplied  by  general  fund  agencies  to  the 
Board  of  Hail  Insurance. 

As  the  pro  rata  charge  to  state  agencies  operating  from  earmarked 
revenue  funds  is  designed  to  recover  the  costs  of  administrative  services 
provided  by  general  fund  agencies  and  levied  in  accordance  with  criteria 
which  is  uniform  to  all  agencies,  it  is  a  more  equitable  charge  than  one 
based  on  a  percentage  of  a  gross  amount. 

The  board  should  be  required  to  pay  only  one  of  the  two  above  charges. 
Since  the  pro  rata  charge  is  computed  by  a  more  realistic  method,  we 
believe  the  board  should  pay  the  charge  based  on  the  pro  rata  plan. 

RECOMMENDATION 

We  recommend  the  board  seek  legislation  to  delete  the  requirement 

to  pay  two  percent  of  the  gross  annual  levy  in  the  state  to 

the  General  Fund. 
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RULES  AND  REGULATIONS 

Montana  hail  insurance  law  provides  that  the  board  is  authorized, 
directed,  and  empowered  to  make  such  rules  and  regulations  as  it  may  from 
time  to  time  find  practical,  necessary,  and  beneficial  for  the  conduct 
of  the  state  hail  insurance  program. 

We  were  advised  by  an  employee  of  the  board  that  any  rules  and  regu- 
lations adopted  by  the  board  are  available  only  in  the  board  minutes. 
As  board  minutes  cover  the  period  from  1917  to  the  present  time,  we 
believe  the  board  should  make  a  review  of  the  minutes  and  formulate 
a  condensed  version  of  board-adopted  rules  and  regulations. 

In  some  sections  of  the  law  relating  to  hail  insurance,  the  board 
was  specifically  directed  by  the  legislature  to  make  rules  and  regulations, 
such  as  Section  82-1508,  regarding  withdrawal  of  crops  in  case  of  destruction, 
and  Section  82-1503,  regarding  acceptance  of  crop  liens.   In  addition,  the 
Montana  Administrative  Procedures  Act  of  1971,  which  becomes  effective 
December  31,  1972,  establishes  the  requirement  for  filing  of  state  agency 
rules  and  regulations  with  the  Office  of  the  Secretary  of  State. 

RECOMMENDATION 

We  recommend  that  the  board  prepare  a  condensed  version  of 
board-adopted  rules  and  regulations. 

HIRING  HAIL  LOSS  ADJUSTERS 

Section  82-1515,  R.C.M.  1947,  provides  in  part,  that  the  board  shall, 
as  soon  as  practicable,  each  year  appoint  three  men  in  each  county  to 
appraise  all  losses  by  hail  incurred  under  this  act  in  the  various  counties. 
This  section  of  the  law  also  provides  for  more  than  three  adjusters  to  be 
appointed  in  any  county,  but  it  does  not  provide  for  less. 
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Currently,  the  board  hires  about  ten  adjusters  each  summer  to  adjust 
all  the  board's  hail  losses.   These  employees  generally  work  full-time 
from  June  15  to  September  15  and  are  paid  a  monthly  salary  during  this 
period.   Each  adjuster  often  covers  more  than  one  county.   For  example, 
board  records  show  that  claims  were  paid  for  losses  in  27  Montana  counties 
for  the  1970  crop  year. 

This  procedure  is  in  conflict  with  the  cited  statutory  provision 
which,  from  all  indications,  is  not  practicable.   In  view  of  the  adjust- 
ing expertise  obtained  by  full-time  adjusters  relative  to  that  obtained 
by  part-time  adjusters,  we  believe  that  portion  of  the  law  requiring 
three  adjusters  in  each  county  should  be  deleted  or  amended. 

RECOMMENDATION 

We  recommend  the  board  seek  legislation  to  delete  or  amend 

Section  82-1515,   R.C.M.    1947 3   requiring  the  board  to  hire 

three  adjusters  in  each  county. 

WARRANT  DISTRIBUTION 

The  board  receives  warrants  from  the  State  Auditor's  Office  to  be 
forwarded  to  county  treasurers  and  refund  recipients. 

In  an  earlier  legislative  audit  report  regarding  internal  control 
within  the  State  Auditor's  Office,  we  pointed  out  that  internal  control 
would  be  enhanced  and  efficiencies  would  result  if  the  state  auditor 
mailed  warrants  directly  to  the  payees.   The  added  internal  control 
applies  particularly  to  smaller  state  agencies  where  adequate  segregation 
of  duties  is  difficult. 

RECOMMENDATION 

We  recommend  the  board  notify  the  state  auditor  to  mail  warrants 
in  payment  of  board  claims  directly  to  the  payees. 
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FINAL  COMMENTS 

The  comments  and  recommendations  contained  in  this  report  have  been 
discussed  with  the  state  auditor  and  the  board's  chief  administrative 
officer.   We  wish  to  express  our  appreciation  to  them  and  their  staff 
for  their  cooperation  and  assistance. 

Respectfully  submitted, 

Morris  L.  Brusett 
Legislative  Auditor 

September  1,  1971 
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EXHIBIT  A 


BOARD  OF  HAIL  INSURANCE 


ASSETS 
Cash  in  State  Treasury 
Investments  (At  Par) : 

Federal  Land  Bank  Bonds 

U.  S.  Treasury  Bills 
Equipment 

Total 


ALL  FUNDS 
BALANCE  SHEET 
June  30,  1970 

Earmarked 
Revenue 
Fund 

$ 

Agency 
Fund 

327,482 

General 

Fixed 
Assets 

$6,451 

$  ~ 

$6.451 


1,200,000 
300,000 


1.988 


$1.827.482   $1.988 


RESERVES  AND  FUND  BALANCE 
Reserves  for: 

Encumbrances  $  880 

Extensive  Hail  Loss 

Investment  in  Fixed  Assets 
Fund  Balance  (Exhibit  B)  5,571 

Total  Reserves  and  Fund  Balance   $6.451 


1,200,000 


627.482 


$  - 


1,988 


$1.827.482   $1,988 
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BOARD  OF  HAIL  INSURANCE 
ALL  FUNDS 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 
Fiscal  Year  Ended  June  30,  1970 


2XHIBIT  B 


Fund  Balance,  July  1,  1969 

Additions: 

Revenue  -  Exhibit  C 
Transfer  from  Agency  Fund 
Reserve  for  Encumbrances 

Total  Balance  and  Additions 


Earmarked 
Revenue 
Fund 

$  8,434 


117 

47,720 

1,122 

57,393 


Agency 
Fund 

$  566,314 


875,622 


1,441,936 


Deductions: 

Expenditures  -  Exhibit  D 
Exhibit  E 

Transfer  to  Earmarked  Revenue 

Fund  to  Finance  Board  Operations 

Transfer  to  General  Fund 
(2%  of  Annual  Levy) 

Reserve  for  Encumbrances, 
June  30,  1970 

Fund  Balance,  June  30,  1970 


50,942 


880 


$  5,571 


750,319 
47,720 
16,415 

$   627,482 
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EXHIBIT  C 


BOARD  OF  HAIL  INSURANCE 

ALL  FUNDS 

STATEMENT  OF  REVENUE 

Fiscal  Year  Ended  June  30,  1970 


Premiums 

Delinquent  Premiums 
Interest  Income 
Cancelled  Warrants 
Total 


Earmarked 

Revenue 

Agency 

Fund 

Fund 

$  — 

$744,653 

— 

29,995 

— 

99,807 

117 

1,167 

$  117 

$875,622 
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EXHIBIT  D 


BOARD  OF  HAIL  INSURANCE 


EARMARKED  REVENUE  FUND 
STATEMENT  OF  EXPENDITURES  AND  ENCUMBRANCES  COMPARED  WITH  APPROPRIATIONS 

Fiscal  Year  Ended  June  30,  1970 


Personal    Operation 
Services   and  Capital 


Total 


Reserve  for  Encumbrances, 
July  1,  1969 

1969-70  Appropriation 

Budget  Amendment 

Total  Available 

Expenditures 

Encumbrances 

Balance  Reverted 


$  — 

$  1,122 

$  1,122 

32,504 

14,850 

47,354 

__ 

8,800 
24,772 

8,800 

32,504 

57,276 

30,704 

20,238 

50,942 

__ 

880 
$  3,654 

880 

$  1,800 

$  5,454 

ANALYSIS  OF  EXPENDITURES 


Personal  Services: 

Salaries 
Employee  Benefits 

Total  Personal  Services 

Operation: 

Supplies  and  Materials 

Communications 

Utilities 

Travel 

Board  Members'  Per  Diem 

Central  Administrative  Services 

Office  Rent 

Janitorial  Service 

Duplicating 

Repairs 

Other 

Total  Operation 


Capital 


$28,224 
2,480 


1,304 

1,798 

332 

10,604 

376 

1,872 

1,890 

706 

787 

244 

302 


$30,704 


Total  Expenditures 


20,215 

23 

$50,942 
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EXHIBIT  E 


BOARD  OF  HAIL  INSURANCE 

AGENCY  FUND 

STATEMENT  OF  EXPENDITURES 

Fiscal  Year  Ended  June  30,  1970 


Hail  Loss  Payments  (1969  Crop  Year)  $543,162 

Hail  Loss  Payments  (1967  Crop  Year)  1,078 

Refunds  (1969  Crop  Year)  196,855 

Refunds  (1968  Crop  Year)  1,016 

Administrative  Fee  Paid  to  Counties  8,208 

Total  Expenditures  $750,319 
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BOARD  OF  HAIL  INSURANCE 
STATEMENT  OF  CHANGES  IN  GENERAL  FIXED  ASSETS 
Fiscal  Year  Ended  June  30,  1970 


EXHIBIT  F 


Balance  Balance 

7/1/69    Additions    Deletions    6/30/70 


Machinery  and  Appliances 
Furniture  and  Fixtures 
Total 


$1,432 

326 

$1,758 


$  - 

230 
$  230 


$  — 


$  — 


$1,432 
556 

$1,988 


-23- 


